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FOREWORD

This report has been prepared in response to Senate Concurrent
Resclution No. 25 which was adopted during the Regular Session of 1988,
The report contains the results of the Bureau's study on the feasibility of
establishing a pharmaceutical assistance program for the elderly in Hawaii.

The data presented and the findings and conclusions reached in this
report could not have been achieved without the cooperation and assistance of
various individuals knowledgeable about the elderly and pharmaceuticals. The
Bureau is especially grateful for the input provided by the officials of the
states with pharmaceutical assistance programs, namely, Marsha Mains of
Connecticut, Jerry Purcell of Illinois, Michael O Donnell of Maine, John Baker
of Maryland, Edward Klane of New Jersey, Marilyn Desmond of New York,
Thomas Snedden of Pennsylvania, and Susan Sweet of Rhode Island. The
Bureau also extends its appreciation to the licensed pharmacists, the Kaiser
Foundation Health Plan, the Hawaii Medical Service Association, the Health
Care Administration Division, and the Executive Office on Aging for
responding to the Bureau's inquiries; to Greg Lim of the Pharmaceutical
Manufacturers Association and Judith Brown of the American Asscociation of
Retired Persons for providing information; and to all the state legislative
research agencies that responded to the Bureau's inquiry and transmitted
information regarding the status of the pharmaceutical assistance issue in
their respective states.

Samuel B. K. Chang
Director

November 1988
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Chapter 1

INTRODUCTION

In 1986, Americans spent $116 billion for health care that was not
covered by private insurance or government programs. The largest portion
of these out-of-pocket expenses was for physician services and drugs and
sundries.! Recent studies have revealed data showing a correlation between
increases in drug use to the increasing proportion of elderly in the United
States.? Prescription drug use is high among the elderly because of the high
incidence of chronic disease in this population group. Four out of five
elderly persons have at least one chronic ailment requiring extended drug
therapy.?

The importance of prescription drugs in the control of chronic illness
and the prevention of more serious and debilitating conditions is widely
recognized in medical and geriatric circles.* Yet, the affordability of
prescription drugs has become an issue nationwide due to the absence of
adequate third party coverage for prescription drugs for the elderly.
Medicare generally does not provide prescription drug coverage unless the
drug is administered in a hospital or skilled nursing facility or the drug is
one that cannot be self-administered by the patient and must be administered
by a health professional. Those elderly who meet the low income
requirements under Medicaid, the state-level medical assistance program, can
obtain prescription drugs at no cost under that program in most states. Only
Alaska and Wyoming do not offer prescription drug assistance under
Medicaid.® For those who do not meet the income requirements, prescription
drugs must be paid for entirely out-of-pocket unless they have some private
drug insurance plan.

Pharmaceutical assistance programs offer direct financial assistance to the
elderly in the purchase of prescription drugs. Interest in pharmaceutical
assistance programs evolved as it became apparent that many of the poor and
near-poor elderly were not following their prescribed drug regimens because
they could not afford to purchase the drugs. Noncompliance with drug
therapy can lead to more debilitating conditions requiring institutional
treatment. As the costs for hospital and nursing home care have skyrocketed
and the government's share of these costs (through Medicare and Medicaid)
has grown, policymakers have looked to Jess costly preventive solutions to
assure access to proper health care. Pharmaceutical assistance is one of
them.

Senate Concurrent Resolution No. 25 (see Appendix A} was adopted
during the 1988 Regular Session of the Fourteenth Legisiature directing the
Legislative Reference Bureau (hereinafter referred to as the Bureau) "...to
conduct a study on the feasibility of implementing a pharmaceutical assistance
program in the State of Hawaii to assist elderly persons with incomes too high
to receive public medical assistance.” The Concurrent Resolution expressed
concern that the monthly costs of prescription drugs can be prohibitive for
elderly who are on fixed income and directed the Bureau to review the
programs in Connecticut, Delaware, [llinois, Maine, New Jersey, New York,
Pennsylvania, and Rhode Island.
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To determine the feasibility of a pharmaceutical assistance program for
Hawaii, the Bureau examined the existing programs in other states, the need
among Hawaii's elderly population for financial assistance in the purchase of
their prescription drugs, and the cost implications of implementing a
pharmaceutical assistance program. Soon after the adjournment of the 1988
legislative session, the federal Medicare Catastrophic Coverage Act of 1988
was reported out of conference committee containing a provision for outpatient
prescription drug coverage and was subsequently signed into law on July 1,
1988.% The Bureau's review of pharmaceutical assistance programs includes
this federal legislation and an assessment of the need for a state-level
assistance program in view of the new federal drug assistance program.



Chapter 2

COMPONENTS OF A PHARMACEUTICAL ASSISTANCE PROGRAM

The pharmaceutical assistance programs vary in program design and
administration depending on the need and size of the target population,
availability of funding, and other drug reimbursement programs in place;
however, most states have designed their programs with cost control in mind.
The pharmaceutical assistance program components fall into six basic
categories: (1) the beneficiaries covered; (2) .the drugs covered; (3) a cost-
sharing mechanism; (4) restrictions on dispensing; (5) a reimbursement
procedure; and (6) program controls. There is no "model program™ and
researchers have emphasized the importance of identifying the “best
combination” of options that balance a state's fiscal and therapeutic efficacy in
order to best serve the medical needs of the elderly.! This chapter generally
describes the variations of the program components. Descriptions of the
existing state programs and comparisons thereof follow in Chapter 3 and an
analysis of the Medicare outpatient prescription drug coverage is presented in
Chapter 4.

Selection of Beneficiaries

Determination of the target group depends on a state's assessment of
where the greatest need for assistance lies and its program objectives.
Coverage can be comprehensive and cover all persons, regardless of income
or age, or can be very narrowly confined to the most needy elderly group.
The pool of beneficiaries can be circumscribed by specifying age or income
qualifications, or both. Most states have restricted coverage to the lower
income elderly, age 65 and over, who do not qualify for Medicaid with a
specified qualifying income. Some states have also extended drug coverage to
the disabled. Drug coverage can also be limited to social security
beneficiaries; however, this may exciude more people than is desirable as
there are many people who have never worked for an employer in the social
security system. The beneficiary pool can be further defined by limiting
coverage to state residents and specifically excluding those who have other
drug insurance coverage.

Drugs Covered

In an Urban Institute paper on prescription drugs, Karen Lennox
outlined the following options or policy alternatives available for drug
coverage: (1) comprehensive coverage where all prescription drugs and
over-the-counter drugs are included; (2) coverage for prescription drugs
only; (3) coverage where specified drugs or categories of drugs are
excluded; or (4) coverage limited to specified drugs or categories of drugs as
in a formulary.? While comprehensive coverage may be the best option in
terms of medical need, the problems associated with this option (i.e., high
program expenditures, increased administrative burdens, excessive
prescribing, beneficiary overuse, and difficulty in controlling fraud and
abuse) are reasons for concern. Coverage of alli prescription drugs or legend
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drugs (drugs that bear the legend, "Caution: Federal law prohibits
dispensing without a prescription”) is most common since these are usually
the more expensive drugs and they involve medical review of the beneficiary's
condition.? Limiting the drug coverage further by specifying the inclusion or
exclusion of certain drugs and using a formulary can reduce costs and
administrative burdens; however, this would require continual review by a
drug formulary committee to delete ineffective drugs from the list or include
new drugs. A state could base its drug coverage on its Medicaid program's
formulary or on the drugs most commonly used to treat chronic illness among
the elderly.

Cost-sharing

Cost-sharing can be in the form of a: (1) deductible where the
beneficiary pays a certain amount before benefits accrue; (2) coinsurance
where the beneficiary pays a percentage of each prescription; (3) copayment
where the beneficiary pays a set fee for each prescription; (4) dollar limit
where the beneficiary pays the cost exceeding the [imit; or (5} premium or
enrollment fee.* A cost-sharing mechanism is usually added to a
pharmaceutical assistance program to "...limit the effect of the moral hazard
of drug insurance, reduce total program expenditures, controi unnecessary
utilization, and provide incentives to shop around for the lowest cost
product.”® A drawback with the use of a deductible is that there has to be
an administrative accounting of all prescription bills in order to ascertain

when the deductible has been met. Coinsurance also poses administrative
problems in that the amount to be paid by the beneficiary has to be
calculated for each prescription. Coinsurance is considered more inequitable

than copayment since the heavier burden fails on those with expensive
prescriptions, regardless of their income, and it provides an incentive to use
lower-cost drugs and could curb total program expenses as drug costs
escalate.® The imposition of a premium or an enrollment fee can be used to
help build the fund from which drug reimbursement payments will be made,
but depending on how high the fee is, it may discourage participation.

A cost-sharing mechanism can be innovatively designed to meet the
peculiar needs of the state by a combination of some of the options or by
establishing a sliding scale of amounts payable based on income or past drug
expenditures. States must bear in mind that administrative costs often
increase with the complexity of the design.

Dispensing Restrictions

Although a centralized distribution system by contract between the state
and certain pharmacies might be the most efficient administratively as well as
economically, it may not be feasible since it would pose an inconvenience to
the beneficiaries who live in remote areas and pharmacies not awarded a
contract would stand to lose some business. To provide for effective
administrative control as well as convenience to the elderly and fairness to
pharmacies, most programs require dispensing of covered drugs only through
participating pharmacies which voluntarily register for the program.’
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To discourage wasting and sharing of prescription drugs and to ensure
that the beneficiary's drug therapy is under proper medical supervision, a
pharmaceutical assistance program should impose a limit on the dosage allowed
per prescription. The limit can be by the number of days, drug units, or
doses. The smaller the limit, the higher the cost will be to the beneficiary
since the coinsurance or copayment is charged on each new prescription or
refill.

Reimbursement Procedure

Karen Lennox noted that the choice between reimbursement of the
beneficiary or the dispenser depends on economic as well as administrative
considerations. If the beneficiary is reimbursed, the beneficiary would have
to pay the dispenser for the drugs and submit claims for reimbursement.
Proponents argue that payment for the drugs could motivate the beneficiary
to shop around and the physician to prescribe lower priced drugs. There
are serious problems with this option, however, as beneficiaries often do not
have sufficient cash on hand to pay for the drugs and receipts for claims may
be lost or never filed. Administratively, the program would have to process
millions of individual «claims and mail a multitude of small checks.
Reimbursement to dispensers is easier administratively since the dispensers
can submit claims in large batches and receive lump-sum payments.
Dispenser reimbursement also lends itself to cost control as the program can
pose limits on the reimbursement amount by setting maximums and to drug use
control as the dispenser can be required to maintain a more complete data
base available for utilization review as well as future research.®

The claims processing and reimbursement procedure established for a
pharmaceutical program would be best implemented if procedures of existing
systems could be utilized and possibly enhanced. Most states have contracted
the claims processing function to an agent such as Blue Cross/Blue Shield
with extensive experience and the state-of-the-art technology and staff to
perform this function cost-effectively and efficiently.

Program Control

An efficient eligibility determination procedure which ensures proper
identification of beneficiaries and a procedure for the monitoring of drug use
is essential to a pharmaceutical assistance program. Most states require
regular reregistration of beneficiaries to ensure an accurate list of active
beneficiaries as some will pass away and others may lose eligibility status due
to income changes. ldentification cards, like the plastic credit card plates,
are often issued for easier identification of beneficiaries and claims processing
by the pharmacies. Pharmacies are usually required to keep patient records
of prescriptions purchased which are periodically reviewed by a drug
utilization review team to flag out possible inappropriate prescribing or
dispensing practices and to advise physicians and pharmacists of potential

drug use problems of certain beneficiaries. Additionally, the keeping of
demographic data on the beneficiaries can provide the basis for assessing
need for programmatic changes. A statewide computerized data base

accessible to all participating pharmacies could serve as a good check on drug
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misuse if beneficiaries are not required to patronize the same pharmacy for all
their prescription drugs.

To combat drug misuse and abuse, a program should include an effective
informational network involving educational and outreach programs to ensure a
properly informed drug using elderly population. A program should also
include efforts to ensure awareness among the prescribing physicians and
dispensing pharmacists of the peculiarities associated with geriatric drug use.
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PHARMACEUTICAL ASSISTANCE PROGRAMS IN OTHER STATES

The Eight States With Pharmaceutical Assistance Programs

Senate Concurrent Resolution No. 25 directed the Bureau to review the
pharmaceutical assistance programs of Connecticut, Delaware, lllinois, Maine,
New Jersey, New York, Pennsylvania, and Rhode Island. The Bureau wrote
to these states for information regarding their programs and found that
Delaware's program was a privately-run® rather than state-run program and
that Maryland also had a pharmaceutical assistance program. Accordingly,
while Maryland's program will be discussed in this chapter, Delaware's will
not.

With the exception of Illinois, all the states with a state-level
pharmaceutical assistance program are from the eastern region of the United
States. New Jersey, in 1975, was the first state to implement a

pharmaceutical assistance program. Maine established its program in 1977
followed by Maryland in 1978 and Pennsylvania in 1983. Connecticut, !llinois,
and Rhode Island established programs in 1985 and New York in 1986.
Connecticut, lllinois, and New Jersey offer assistance to the elderly in the 65
and older group and the disabled; however, New Jersey limits coverage to
those disabled who qualify for disability benefits under the Social Security
Act. Maryland offers benefits to persons, regardless of age, who meet the
income requirements but are not eligible for public medical assistance. All
states have some type of residency requirement for eligibles. The income
requirements vary with New York having the fowest at $9,000 for a single
applicant and $12,000 for a married applicant and New Jersey having the
highest at $13,650 for singles and $16,750 for the married. Maryland is the
only state that also requires beneficiaries to meet an assets test. Although
the states wvary in the cost-sharing mechanisms, no state program requires
the beneficiary to pay a deductible before qualifying for benefits. Most
states require a copayment.

Pennsylvania has the largest enrollment with 472,741 beneficiaries and
the highest annual program cost at $142,032,751. New Jersey covered almost
240,000 beneficiaries at a cost of $95.4 million in fiscal year 1987-1988.
[llinois had approximately 60,000 beneficiaries in 1987 with a program cost of
about $23.7 million; Connecticut with 55,000 beneficiaries cost about $16.5
million; Rhode Island with 17,000 beneficiaries cost about $1.9 million;
Maryland with 17,000 beneficiaries cost about $7.1 million; Maine with 13,000
beneficiaries cost about $%$2 million; and New York with 42,000 beneficiaries
cost about $30 million.

Reimbursement of drug costs are made to the pharmacies in all the
programs. New Jersey which began with a beneficiary reimbursement scheme
gradually switched to a provider reimbursement system in 1978 and 1979
wherein beneficiaries used a card, along with a $2 copayment to obtain
prescriptions. The program became significantly more attractive since
beneficiaries did not have to pay the full cost of the prescription or werry
about the confusing claims submission process.?
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Illinois restricts benefits under its plan only to drugs for the treatment
of cardiovascular diseases, arthritis, and diabetes while Maine limits coverage
to certain "life sustaining drugs”. The remaining states offer wider coverage
for all drugs requiring prescriptions, including insulin and insulin syringes
and needles. All states have some type of restriction on the length or dosage
of the prescription to control wastage and the sharing of drugs, usually a 30-
day or 100-dose supply.

The states generally conform to their own state generic drug laws,
allowing physicians to decide on brand drugs or generic substitution,® but
some states do not have a specific provision in the pharmaceutical assistance
law concerning generic drugs. |llinois sets the maximum cost of eligible
drugs at the generic equivalent price. New Jersey requires the purchase of
generic substitutes that are equal or iess than the maximum allowabie cost or
the beneficiary must pay the difference between the generic and the brand-
name drug. Pennsylvania also requires patients to pay such differentials if
they opt against generics. In New York, the prescriptions are automatically
filled by generics unless specifically directed otherwise by the attending
physician. Connecticut offers a $.50 incentive dispensing fee to pharmacists
for filling prescriptions with lower-priced generic substitutes unless such
substitution is otherwise prohibited by the state's pharmacy law.

All states require the pharmacies participating in their program to keep
and maintain patient records. Such records are used to compile statistical
data on drug use patterns and to assist the pharmacies in advising physicians
and beneficiaries of contraindications regarding the drug being prescribed
and other drugs the beneficiary may be taking. The programs all have
included a drug utilization review mechanism to deter fraudulent acts and to
ensure against drug misuse by the elderly. Typically, this mechanism is in
the form of a drug  utilization review committee which monitors the
prescriptions being filled under the program as well as the pharmacies and
physicians by reviewing individual patient records.

Administrative placement of a pharmaceutical program is usually in the
department that has programmatic responsibility for the elderly. In
Connecticut, Pennsylvania, and Rhode Island, where there are separate
departments for elderly matters, the programs have been placed in such

departments. In Maine and New Jersey, placement is within a human services
department. Maryland has placed its program in its Department of Health and
Mental Hygiene and New York in its Executive Department. Itinois s

different from the other states since its program is under the purview of the
Department of Revenue even though it has a Department on Aging. The
reason for this peculiarity is that the program was an outgrowth of an
existing tax relief program.

Connecticut

The Connecticut Pharmaceutical Assistance Contract to the Elderly and
Disabled (hereinafter ConnPACE) program was established in 1985.% The
enabling legislation called for a one-year pilot program which was to begin on
April 1, 1986. The legislation also created a task force to examine the
proposed pilot program and to ascertain whether a different program should
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be implemented. The task force recommended some changes which were
incorporated into the 1987 amendment to the law which made the program
permanent. The ConnPACE program provides coverage to those 65 years of
age and older and disabled for all drugs requiring a prescription in the
state. Anyone who has other prescription drug coverage is ineligible. The
elderly account for 96 per cent of the 54,745 enrolled in the ConnPACE
program as of June 30, 1988. The program cost for fiscal year 1987-1988 was
$16,546,370 with funding by state general funds. Beneficiaries are required
to pay a %4 copayment for each prescription purchased under the program.
The average cost per elderly beneficiary in 1988 was $313. The Department
of Aging administers the program and contracts with a fiscal intermediary to
perform eligibility, enrollment, claims processing, and record-keeping
functions. The ConnPACE program estimates that the enrollment will surpass
61,000 by the end of the current fiscal year and has a budget of $22,135,400.
with Connecticut facing budget constraints for all programs, the Department
of Aging is looking into alternatives to achieve a potential five per cent cost
savings.®

(Hlinois

Illinois began its program in 1985 as an extension of the Senior Citizens
and Disabled Persons Property Tax Relief Act, also known as the "Circuit
Breaker".® The program provides coverage for drugs to treat cardiovascular
diseases, arthritis, and diabetes for persons who are 65 years of age and
older and the disabled. The maximum income level allowable to qualify for
benefits is $14,000. Persons receiving prescription drug coverage under
another public assistance program are ineligible. The enroliees, numbering
over 60,000 in 1987, pay an $80 enroliment fee and must turn over rights to
covered drug benefits under any insurance plan. Under the Circuit Breaker
program, qualifying persons can receive rebates of up to $700 in cash for
property taxes and an additional $80 rebate can be used for the enrollment
fee. The $80 grant is available to some persons not eligible for the main
grant. There is a 34-day supply limit on prescriptions and charges on drugs
are limited to the wholesale cost plus a dispensing fee which is currently
$3.60. The average annual cost of prescription drugs per enrollee in 1987
was $17.76. The program which is funded through general funds cost $23.7
million in 1987. The Department of Revenue which administers the program,
contracts with Blue Cross/Blue Shield to process all claims.’

Maine

Maine's pharmaceutical assistance law was enacted in 1977.% The
program provides prescription drug coverage of life sustaining drugs which
include most prescription drugs for heart, blood pressure, diabetes, and
arthritis. Those eligible for coverage are elderly persons who are age 62 or
older with a maximum income of $6,600 for single persons and $7,900 for
married couples. Recently, the program was expanded to cover chronic
obstructive pulmonary disease drugs. The income guidelines are those used
under the Tax and Rent Relief Act and eligibility for the low-cost drug
program is determined by the state Tax Assessor. The Department of Human
Services which administers the program determines which drugs are life
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sustaining within the dual constraints of good medical practice and the annual
state appropriation. The use of generic or chemically equivalent drugs is
required unless otherwise directed by the prescribing physician. Copayments
range from $2 to $10 for each prescription, depending on the drug. The
program is funded through general funds and the cost in 1987 for its 18,773
beneficiaries was $2,054,650.41. Costs are expected to rise significantly in
1988 since the legislature expanded the program to include additional drugs.?

Marvyland

The Maryland Pharmacy Assistance Program (hereinafter MPAP) which
began in 1978'° is different from the others in that it is based on income
qualifications, not age. Maryland has an income eligibility scale that is 1.5
times higher than the income limits under the medical assistance program
beginning with $6,400 for single persons and $7,000 for a family of two. The
income limits are increased automatically when social security benefits are
increased. Beneficiaries must also meet asset standards which are the same
as used for the state's medical assistance program but at a rate of 1.5 times
higher. For fiscal year 1988 the asset limit for a single person was $3,750
and for a family of two, $4,275. Persons receiving public medical assistance
and nonresidents are not eligible. Maryland's program offers the most liberal
coverage among the eight states. The program covers prescription drugs,
schedule V cough preparations, prescribed insulin, insulin syringes, and
needles, contraceptives (not condoms), and certain nutritional preparations.
There is a one dollar copayment for each prescription filled. In fiscal year
1988, Maryland averaged 16,659 enrollees per month (64 per cent of which
were age 65 and over) and the cost of the program ran $7,057,220. The
program is administered by the Department of Health and Mental Hygiene with
the MPAP staff (seven full-time and three part-time) performing the
administrative function of eligibility determination. Unlike the other states
which contract a fiscal agent to perform the claims processing function,
Maryland's claims processing function is performed by the Department of
Health and Mental Hygiene in conjunction with its Medicaid program.?®?

New Jersey

In 1975, New Jersey became the first state to implement a pharmaceutical
assistance program.!? The Pharmaceutical Assistance to the Aged and
Disabled program (hereinafter PAAD) which covers persons age 65 and older
and the disabled who are qualified for disability benefits under the Social
Security program, served 247,983 clients in fiscal year 1987, of which 229,612
or approximately 92 per cent, were elderly. Persons in the 65 to 75 age
group accounted for 41.9 per cent of the PAAD recipients, those in the 76 to
85 age group accounted for 37.5 per cent, and those in the 86 and over age
group accounted for 12.5 per cent. Program costs for fiscal year 1987
totalled $95.4 million, 43.1 per cent of which was funded by casinc revenues.
While the bulk of the program expenditures is for benefit payments,
approximately $5 million is attributable to administrative costs. New Jersey
has the largest program staff with 150 members who perform eligibility
determinations and reimbursement recovery functions. Claims are processed
by a contractor.

10
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When the program was first implemented, eligibility was limited to
residents over 65 years of age with annual incomes of less than $9,000 and
included provisions limiting the reimbursements above certain percentages of a
resident's income. This "spend-down"” provision was repealed in 1977 and
replaced with a %1 copayment requirement which was subsequently increased
to %2 in 1985. fn 1981 the program was expanded to include persons
identified as disabled under the Social Security Act. Reportedly, this has
caused some problems as disabled persons who did not work for an employer
under the social security system or for some other reason were not part of
the social security system will not qualify for benefits until attaining age 65.
However, the social security eligibility criterion was imposed as a cost-saving
device since it would have cost the PAAD program between $500 to $600 to
conduct a disability eligibility determination. The cost of the PAAD program
grew at a slower rate in fiscal year 1987 than in previous years in part due
to the increase in generic prescribing and dispensing which resulted from a
greater availability of generic substitutes in the state formulary. New Jersey
anticipates implementation of a generic drug incentive in fiscal year 1988 with
the hope of limiting further program cost increases.

The PAAD program was initially designed to reimburse the beneficiaries,
but since their record-keeping practices were poor, the program was changed
to a provider reimbursement process. Blue Cross/Blue Shield which has a
contract for the state's Medicaid program, has also been contracted as the
fiscal agent for the PAAD program. The PAAD program has been expensive.
In 1982, the PAAD cost more than the Medicaid program. There have been
continual attempts to keep program costs down,!?

New York

New York enacted its Elderly Pharmaceutical Insurance Coverage
(hereinafter EPIC) law in 1986 and the law is subject to expiration on
September 30, 1991.'* The program provides coverage for all prescription
drugs, insulin, insulin syringes, and insulin needles for persons age 65 and
older if their annual income does not exceed $9,000 for a single person and
$12,000 for a married person. Under the EPIC program, the prescription
must automatically be filled by generics unless the attending physician
specifically directs otherwise. Enrollees must pay a quarterly registration fee
ranging from $6 to $19 for single enrollees and from $5 to %19 for married
enrollees, depending on their income. At the time of purchase, the enrollee
must pay a copayment ranging from $3 to %15, depending on the cost of the
prescription, which amounts to about 40 per cent of the total prescription
cost. After an enrollee has paid a certain amount in copayments (%300 to
$750 depending on income and marital status) the EPIC program will cover the
full cost of any additional prescriptions. The EPIC program also offers
catastrophic coverage through either a premium or deductible plan.
Qualifying incomes for this coverage are higher at $9,001 to $15,000 for
singles and $12,001 to $20,000 for persons who are married and living
together,

Initially, program costs were projected to be anywhere between $130 to

$142 million due to the projection of about 475,000 eligible beneficiaries. The
Legislature appropriated 70 million in the 1987-1988 budget for the EPIC

11
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program. The EPIC program entered into a $27 million four-year contract
with a data systems corporation to perform applications processing, eligibility
determination, mailing of membership cards, processing of claims, and
monitoring of pharmacies.

The number of enrollees in the program for the first year was much
lower than had been anticipated and the cost to the state was only $6.5
million. The low enrollment was due to several factors: (1) many elderly
appeared reluctant to enroll since they would have to pay money up front and
were uncertain as to whether they would benefit from the program since their
drug expenses were not very high; (2) the program's eligibility requirements
and benefit specifications are somewhat complex; and (3) the original
projections were too high since there was no survey on the elderly’s
prescription drug expenditures and third party coverage to accurately
determine the number of eligibles. Concerned about the low enrollment, the
EPIC revamped its advertising campaign, simplified the application form, and
enhanced its outreach training sessions to draw more participants.

In view of the problems encountered, the EPIC staff has been
contemplating program changes which would simplify the program, such as:
(1) replacing fees and premiums with deductible amounts; (2) collapsing the
fee schedule into a single fee for all enrollees; (3) defining the Home Energy
Assistance Program and/or the Real Estate Tax Circuit Breaker Credit
populations as categorically eligible for the EPIC program; (4} changing the
qualifying income definition from previous calendar year gross income to
current gross income; (5) reducing or eliminating the registration fee for the
comprehensive program as well as increasing the copayment amount to offset
the lost revenue; and (6) collapsing the current copayment schedule to a
single fee at the time of purchase.!®

Pennsylvania

The Pharmaceutical Assistance Contract for the Elderly (hereinafter
PACE) was established in 1983 and began operations in 1984.*®* The PACE
program covers individuals who are age 63 and older with incomes of not more
than $12,000 for single applicants and $15,000 for married applicants. All
prescription drugs, insulin, insulin syringes, and insulin needles are covered
under the PACE program. The beneficiary pays a $4 copayment for every
prescription and the pharmacist is reimbursed the balance based on a
specified formula. On June 30, 1987, there were 472,741 enrollees in the
PACE program and the program cost for fiscal vyear 1986-1987 was
$142,032,751.

More than 53 per cent of the enroliees are over 75 years of age and the
ratio of female to male enrollees was nearly three to one. Only one-third of
the enrollees were married and while 65 per cent of the men were married,
slightly more than 60 per cent of the women were widowed. The average
number of prescriptions per person was 25. Although Pennsylvania has the
highest program cost, the high cost was anticipated and the state was fiscally
prepared to meet such costs as the program grew.
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Pennsylvania takes pride in the effectiveness of its utilization review
process which has helped to contain the cost of its large program. During
its three-year period of operation, the PACE program, through its utilization
review process, identified more than 15,000 cases requiring special review and
corrective action on nearly 3,000 was taken. To further contain costs, the
PACE program made several changes to its program. The dispensing of
multisource drugs became mandatory and reimbursements are made at 50 per
cent of the average wholesale price if the prescriber permits substitution and
a multisource equivalent is listed on the state's generic formulary, regardless
of whether or not the provider has multisource versions in stock. The PACE
program will also offer a pharmacist consuitation fee of one dollar for every
original prescription whenever the pharmacist provides information to a
physician and the substitution of a multisource drug results. The third cost
containment strategy concerns the formula for reimbursement of providers for
prescriptions dispensed. The PACE program reimburses providers either the
average wholesale price of the drug (plus a $2.75 dispensing fee) or the
usual and customary charge, whichever is less. The reimbursement rates
which were based on purchases in quantities of 100 will now be based on
purchases in quantities of 1,000 to encourage prudent purchasing practices
by the providers and concurrently reduce drug expenditures for the
program. Finally, to encourage smaller prescriptions which will result in less
waste and sharing of unused drugs, the maximum prescription size for claims
will be decreased from a 30-day supply or 100 units to a 30-day supply or
100 doses, whichever is less. Moreover, the dispensing of more frequent
prescriptions will increase the number of copayments and will serve to offset
the level of reimbursement required by the PACE program. The program
anticipates a savings of approximately $99 million over the next three years
through these cost containment efforts.!’

Rhode Island

The Rhode Island Pharmaceutical Assistance to the Elderly (hereinafter
RIPAE) program began in 1985 as a two-year pilot program which offered
coverage for more than 1,000 drugs for the treatment of diabetes, heart
problems, and high blood pressure.!®™ Coverage was later expanded to
include prescriptions for glaucoma and Parkinson's disease. To be eligible for
benefits a person must be at least 65 years old with an income of not more
than $12,000 for a single person or $13,000 for a married person. The
amounts expended for medical and pharmaceutical needs which exceed three
per cent of the applicant's income is not included in the income ceilings.
Excluded from coverage are persons who are covered by another drug
coverage plan. The RIPAE program pays up to 60 per cent of the maximum
aillowable charge for each prescription. Only about two to three per cent of
Rhode Island’'s beneficiaries have drug expenses that exceed $600. The
average annual reimbursement payment per beneficiary is $125.35.

Prescriptions are limited to a 30-day or 100-dose supply, whichever is
less, except for prescriptions with an average wholesale price of less than $10
which are limited to the greater of the 30-day or 100-dose supply. The
RIPAE program requires that prescriptions be dispensed within one year of
the original prescription order.
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For fiscal year 1987-1988, there was a total of 16,813 clients enrolled in
the program. The Department of Elderly Affairs administers the program but
has contracted with Blue Cross/Blue Shield to process claims at a cost of
about $1.15 per claim. Rhode Island also minimized additional cost at the
onset of the program by contracting part of the eligibility determination
function to wvarious community service and elderly groups at a rate of about
$2 per claim.'?

Trends in the States Without a
Pharmaceutical Assistance Program

The Bureau wrote to the District of Columbia and those 40 states without
a state-level pharmaceutical assistance program to ascertain the extent of
interest in establishing a state-level program. Of the 30 jurisdictions that
responded to our inquiry, only Florida, Kansas, Massachusetts, Minnesota,
Ohio, and Virginia reported having considered legislation to establish a
pharmaceutical assistance program. Most of those states cited the potential
high cost of a state-level pharmaceutical assistance program as the reason for
unsuccessful passage. Virginia noted that it is now in the process of
conducting a study while Florida noted that in light of the federal program,
legislation for a state-level program may not be pursued again because it
carries a big price tag. Interestingly, the District of Columbia reported that
the Bureau's letter generated interest in the District and that legislation will
be introduced on this matter.
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Program

Year |aw Bnacted/clte
Administering agency

funding

Persons covered/excluded

Financial eligibility

Drugs covered

Ganeric drug provision

Dosage rastrictions

Participant’s cost

Table 1

Connecticut Fharmaceutical
Ass|stance Contract to the
Elderly and Disabled

| ConnPACE }

1985/Conn. Gen. Stat. §17-51D
Bt s0q.

Department of Aging

General funds

6%+ and disabled residents
domiciled in state for not
less than 183 days before
application/those with other
plan of insurance or
asslstance excluded

Maximum annual income:
$13,300--single
516,000--married

Subject to annual adjustment

All prescription drugs,
insulin, insulin syringes, and
insulin needl@s; drugs
determined imeffective by FOA
not covered

Provides generic incentive
dispensing fee a5 provided
under Medicaid program; stete
pharmacy law Permits
pharmacist to Substitute
generics unless physician
directs otherwise

i0-day supply ©r 120 oral
dosage unlits, whichever
greater

S4 copayment Tor each
prescription

PHARMACEUTICAL ASSISTANCE PROGRAM CHARACTERISTICS

1l1inois Pharmaceutlical
Assistence Program

19857111, Rev, Stat. 1985, ch.
67-1/2, sac. 40Y et seq.

Department of Revenue

cenerel funds

65+ and disabled state
residents

Income under S14,000

Ggardiovascular, arthritis, and
diabetes drugs including
insulin syringes and needies

Maximum acquisition cost is
established at generic
equivelent price, wherae
applicable

I4~-day supply

S80 enrol lment fee;
heneficiary must turn over
rights to covered drug
benelits under other drug
Insurance plan

Maine Low-Cost Drugs for the
Elderly Program

1977/Me. Rpv. Stst. Ann., tit,
22, §254

Department of Human Sarvices

General funds

62+

HMaximum annual income:
$7,600--single
58, 300--married

Orugs (or heart disease,
diabetes, arthritis, and
chronic obstructlve pulmonary
disease

Requires use of generic or
chemically equivalent drugs
unless phys|cian Indicates
otherw!se

Must be dispensed in
quantities sufficient to
effect optimum economy (at
teast 30-day supply) unless
prescriber othervise directs

$3 for chronic obstructive
putmonary disease drugs; 510
ror antiarthritic drugs; and
$2 for other drugs
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Chapter 4

OUTPATIENT PRESCRIPTION DRUG COVERAGE UNDER MEDICARE

Part |I. The Current Medicare Program

Medicare is the federally administered health insurance program for the
elderly who are 65 years of age or older, the disabled who are entitied to
social security, and most persons with end-stage renal disease. The program
is composed of two parts. Part A provides coverage for hospital costs and is
free for enrollees. Part B, which covers physician and other medical services
such as outpatient hospital services, rural health clinic visits, and home
health visits, is an optional program available to enrollees but they must pay
a monthly premium.?

The Part B premium is annualiy determined by using a formula that sets
the premium rate at 50 per cent of the monthly actuarial rate for enroliees
age 65 and over (i.e. 25 per cent of the amount needed to cover program
costs for aged beneficiaries). |If there is no increase in the social security
cost-of-living allowance in a year, the monthly premium will not be increased
for that year. Beginning January 1, 1990, the premium will be calculated
according to the lower of (1) an amount sufficient to cover one-half of the
costs of the program for the aged, or (2) the current premium amount
increased by the social security cost-of-living allowance.?

Outpatient prescription drugs are covered only in very limited
circumstances under the Medicare program. Medicare will generally cover
drugs which are administered to a patient in a hospital, but generally will not
cover outpatient prescription drugs which can be self-administered by the
patient. Part B will cover (1) drugs that require injection by a physician or
nurse; (2) self-administered drugs that must be administered by a physician
or nurse in an emergency situation; (3) blood-clotting factors for certain
hemophilia patients; (4) immunosuppressive drugs which are furnished within
one year of an organ transplant covered by Medicare; (5) vaccination against
pneumococcal pneumonia and hepatitis B only for those at medium or high
risk; and (6) immunization directly related to the treatment of an injury or
direct exposure to a disease or condition such as rabies or tetanus.?

Approximately 95 per cent of the nation's elderly are enrolled in the Part
A program and most of them voluntarily enroll in Part B.*

Part Il. Provisions Under the Medicare
Catastrophic Coverage Act of 1988

Coverage

The federal Medicare Catastrophic Coverage Act of 1988 (P.L. No. 100-
360) which was signed into law on July 1, 1988, provides protection to
Medicare beneficiaries from catastrophic hospital and doctor bills resulting
from acute illness.® Included in the Act is a provision which offers coverage
on expenses for prescription drugs and insulin. Currently, the Medicare
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program only covers drug expenses when the drugs are administered to the
patient in a hospital or skilled nursing facility and must be administered by a
health professional. The prescription drug coverage under the Act would
provide coverage for all prescription drugs certified as safe and effective by
the federal Food and Drug Administration commencing on January 1, 1991
after the beneficiary has met the annual deductible.® The deductible is set
at 3600 for 1991 and $652 for 1992. The deductible includes all expenses
such as the amounts paid by the beneficiary for drug insurance or cost-
sharing amounts under a state-level pharmaceutical assistance program.
Thereafter, the deductible is set by the Secretary of Health and Human
Services in such an amount so as to ensure that the proportion of
beneficiaries qualified for the drug benefit remains at 16.8 per cent of the
Medicare population.” Medicare will pay 50 per cent of the drug costs after
the deductible in 1991, 60 per cent in 1992, and 80 per cent in 1993 and
thereafter. Beginning January 1, 1990, outpatient prescription drugs used
for home intravenous therapy and immunosuppressive drugs for organ
transplant recipients will be covered under Medicare with a deductible of
$550.°

Restrictions

The maximum amount of drugs allowed under a prescription covered
under this program is a thirty-day supply; however, the Secretary of Health
and Human Services is authorized to allow prescriptions for longer periods not
to exceed 90 days except in exceptional circumstances.® The Act sets
different payment limits for (1) multiple-source drugs which do not have
restrictive prescriptions and (2) nonmultiple-source drugs and multiple-source
drugs which have restricted prescriptions. A restrictive prescription is one
where the prescribing physician specifically requires that the prescription be
filled by the drug named on the prescription and does not permit generic
substitutions. Claims for benefits under this program can only be made
through participating pharmacies that are authorized under a state law to
dispense outpatient drugs and have entered into an agreement with the
Secretary of Health and Human Services.!®

Participating Pharmacies

Participating pharmacies are required to keep patient records, including
records on expenses, for all covered outpatient drugs dispensed to Medicare
beneficiaries and to submit information to the Secretary of Health and Human
Services as may be required on all covered outpatient drugs purchased by
Medicare beneficiaries. Participating pharmacies are required to offer counsel
or information to Medicare beneficiaries regarding the appropriate use of
dispensed drugs, potential interactions between the drugs and other drugs
dispensed to the beneficiary, and the availability of therapeutically equivalent
covered outpatient drugs. Participating pharmacies will have a distinctive
emblem for public display. The Secretary of Health and Human Services will
be required to establish, by January 1, 1991, a point-of-sale electronic
system for use by carriers and participating pharmacies in the submission of
information regarding covered outpatient drugs dispensed and which will
provide pharmacies with the means to determine whether the beneficiary has
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met the deductible. Toward this end, the Secretary of Health and Human
Services must provide participating pharmacies, upon request, electronic
equipment and technical assistance necessary for the pharmacy to submit
claims under the electronic system.!!

Participating pharmacies will be paid an administrative allowance of $4.50
for each prescription fiiled under this law in 1990 and 1991, while
nonparticipating pharmacies will be paid an administrative allowance of only
$2.50. After 1991, the allowances will be indexed by the GNP price deflator.
The Act authorizes the Secretary of Health and Human Services to decrease,
by regulation, the administrative allowance for drugs dispensed by a mail
service pharmacy.!?

Financing

The new catastrophic benefits under the Act will be financed by
increases to the basic Part B monthly premium which is $24.80 for 1988 and
$31.90 for 1989, and by the imposition of a new supplemental premium to be
paid by all persons eligible for Part A benefits based on their federal income
tax liability. The increases to the Part B premium for the catastrophic
benefits will amount to $4.00 in 1989, $4.90 in 1990, $7.40 in 1991, $9.20 in
1992, and $10.20 in 1993. Of these amounts, the increases attributable to the
prescription drug portion are $1.94 for 1991, $2.45 for 1992, and $3.02 for
1993 (see Table 3 below). There is no premium increase in 1989 or 1990 for
the prescription drug coverage.!?®

Table 3

PART B PREMIUM INCREASES+

Total

Premium Catastrophic Prescription
Year Increase Coverage Drugs
1989 $ 4.00 $4.00 5 0
1990 4.90 4.90 0
1991 7.40 5.46 1.94
1992 9.20 6.75 2.45
1993 10.20 7.18 3.02

Source: Medicare Catastrophic Coverage Act of 1988, sec. 211, 102
Stat. 733.

*These increases to the Part B premium are in addition to any
increase made because of higher costs of providing medical care.
For example, in 1989, the Part B premium will be $31.90 an increase
of $7.10 from the 1988 rate. Only 54 of that increase is
attributable to the catastrophic provisions while the remaining
$3.10 is for the higher cost of medical care.
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The supplemental premium will be imposed on all persons eligible for Part
A benefits for more than six months with a federal income tax liability of $150
or more. For the first five years the premium rates are set per $130 of tax
liability and there is a cap on the maximum premium to be paid by each
enrollee. The premium rates and caps for the five years are shown below in
Table 4. The supplemental premium will finance approximately 63 per cent of
the catastrophic and prescription drug benefits under the Act, with the
remaining 37 per cent financed through the Part B premium increases.!* A
catastrophic drug insurance trust fund has been created into which will be
deposited the portion of the supplemental and flat premium for the drug
coverage and from which payments for prescription drug benefits will be
made. !*

Table 4

SUPPLEMENTAL PREMIUM

Total Premium

Rate Per $150 Catastrophic Prescription Drug Maximum Annual
Year Tax Liability Premium Rate Premium Rate Premium
1989 $22.50 $22.50 $ 0 § 800
1990 37.50 27.14 10,36 850
1991 39.00 30.17 8.83 900
1992 40.50 30.55 9.95 950
1993 42.00 29.55 12.45 1,050

Scurce: Medicare Catastrophic Coverage Act of 1988, sec., 211, 102
Stat. 690-691.

Medicaid Buy-in

The Omnibus Budget Reconciliation Act of 1986 permits states to cover
Medicare premiums, deductibles, and coinsurance for aged and disabled
persons with incomes up to a state-established level up to 100 per cent of the
federal poverty guideline. States choosing this option must use the resource
standards of the Supplemental Security Income (hereinafter SSI1) program
unless the state's medically needy program has higher standards which can be
used. Currently, most states have entered into a buy-in agreement under
which they pay the Medicare Part B premiums for their Medicaid beneficiaries
who qualify for Medicare. The new law includes a mandatory buy-in schedule
which will be phased-in over a three-year period, beginning January 1, 1989,
requiring the states to initially buy-in the elderly and disabled with incomes
at or below 85 per cent of the federal poverty income guidelines untii the
third year where the requirement is for those at or below 100 per cent of the
poverty guideline. For the five states, one of which is Hawaii, which used
more restrictive income eligibility standards than those under the SSi
program, the buy-in requirement will be phased in over a four-year period,
beginning January 1, 1989, with the buy-in for the first year for those with
incomes at or below 80 per cent of the federal poverty guideline. !¢
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Drug Utilization Controls

To assure appropriate prescribing and dispensing practices, the
Secretary of Health and Human Services must establish (1) a program which
will identify and educate physicians and pharmacists as to the instances or
patterns of unnecessary or inappropriate prescribing or dispensing practices
and of substandard care with respect to such drugs; and (2) standards for
the prescribing of covered outpatient drugs based on accepted medical
practice.’” The Secretary of Health and Human Services is also required to
develop, annually update, and disseminate an information guide for physicians
concerning the comparative average wholesale prices of at least 500 of the
most commonly prescribed covered outpatient drugs wherein drugs are
grouped by therapeutic category.!' Congress expects that participating
pharmacies will review the drug profile of beneficiaries for potential adverse
drug reactions before filling the prescriptions and that the carriers will
review claims retrospectively to identify practitioners exhibiting a pattern of
inappropriate prescribing or dispensing.?!?

A Prescription Drug Payment Review Commission, composed of 11 persons
with expertise in the provision and financing of covered outpatient drugs,
has been established for the purpose of reviewing drug costs and submitting
annual reports to Congress concerning the methods of determining payment
for covered outpatient drugs. More specifically, the reports are to include
information in the increases in manufacturer's prices and pharmacy charges,
the level of use of outpatient drugs by Medicare beneficiaries, and the
administrative costs relating to covered outpatient drugs. The reports are
also to include comments and recommendations regarding the budgetary status
of the Drug Insurance Trust Fund.?®

The Secretary of Health and Human Services is to develop a standard
claims form (and a standard electronic claims format) to be used for requests
for payment of covered drugs under the Medicare program and other third-
party payors. Sample copies of the form must be distributed no later than
October 1, 1989 and the official copies no [ater than October 1, 1990 to
pharmacies and other interested parties.?®!

Follow-up Studies

The Secretary of Health and Human Services has been directed to report
to Congress on the expenses incurred by Medicare beneficiaries for outpatient
prescription drugs using data from the 1987 National Medical Expenditures
Survey conducted by the National Center for Health Services Research and
Health Care Technology Assessment. The Secretary is also required to
furnish the Director of the Congressional Budget Office with data to enable
the Director to submit to Congress estimates for the outlays required for
fiscal years 1990, 1991, 1992, and 1993 for the Medicare outpatient drug

coverage program.??

The Act requires the Secretary of Health and Human Services to conduct
studies (1) on the possibility of including experimental drugs which have not
yet been approved by the federal Food and Drug Administration and biological
products not licensed under the Public Health Service Act such as those
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commonly used in the treatment of cancer or in immunosuppressive therapy;
(2) to evaluate the potential of mail service pharmacies in reducing costs; (3)
of methods to improve utilization review of covered outpatient drugs; and (4)
of a longitudinal nature on the use of outpatient prescription drugs by
Medicare beneficiaries with respect to medical necessity, potential for adverse
drug interactions, cost, and patient stockpiling or wastage.?? The Act also
requires the Comptroller General to compare the average wholesale prices with
actual pharmacy acquisition costs by type of pharmacy, determine the
overhead costs of retail pharmacies, and study the discounts given by
pharmacies to other third-party insurers.?®

Part 1lIl. The Impact of the Medicare Outpatient Prescription
Drug Coverage on the State-level Programs

The Medicare program will provide benefits only for extraordinarily high
prescription drug expenses to all qualified persons, regardless of income,
while the state-level programs provide coverage only to the economically
vunerable and, in most instances, regardless of how low the drug expenses
are. The Medicare program will not totally displace the need for state-level
pharmaceutical assistance programs, but it will relieve the financial burden of
the state pharmaceutical programs in two ways. First, the Medicaid buy-in
requirement will mean that some of the state-level program beneficiaries will
become eligible for coverage under Medicaid which will pay their Medicare
premiums, deductibles, and cost-sharing payments. [(Although the Medicaid
program involves state funds, the federal government provides matching
funds, so overall state cost of covering such elderly should be less).
Second, since the Medicare program pays for drug costs above the deductible
amount, the states only need cover the prescription drug amounts up to the
deductible and this will allow the states to more effectively contain future
costs of their pharmaceutical assistance programs.

Daniel Waldo reported that the mean spending for prescription drugs by
the Medicare population is expected to be $432 in 1991%® but that 33 per cent
of the Medicare population will exceed the annual deductible of $600 in 1991.%°¢
The average annual prescription drug expenses per beneficiary in a state
pharmaceutical assistance program in 1987 was approximately $400.
Currently, only a small portion, about two to three per cent, of the
participants in state pharmaceutical programs have expenses that will be able
to meet the deductible of $600 under the Medicare program. An exception
might be New York which reported that the majority of its participants were
at the high end of the scale requiring about $700 in medications.2” New
York, however, only began enrolling members in July 1987 and those joining
early were generally those with the highest degree of need.?® With the trend
toward increased use of drug therapy for the aged who are chronically ill and
the continuing increases in prescription drug costs, it would not be incorrect
to speculate that many more beneficiaries will have prescription drug costs in
excess of the deductible by 1991 when the federal drug coverage commences.
Pennsylvania has projected that by 1991, one of every six PACE beneficiaries
will have drug expenses in excess of $600.2°%

Far those states, like Hawaii, that do not have a pharmaceutical
assistance program, the Medicare catastrophic drug coverage may make
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implementation of a state program economically feasible or may eliminate the
need for a state program entirely. Currently, Hawaii's Medicaid program
provides assistance to those who are at or below 60 per cent of the poverty
guideline. Under the Medicare Catastrophic Coverage Act, Hawaii will have to
provide medical benefits in 1989 to those who are at or below 80 per cent of
the poverty guideline and, by 1993, to those at or below 100 per cent of the
guideline. The resource standards will also be at or below twice the current
SSi standard. This means that in the ensuing years, there will be a lot more
elderly persons in Hawaii who will be receiving prescription drug coverage
under Medicaid who would otherwise be candidates for a state pharmaceutical
assistance program.

Congress, in considering the prescription drug program, was obviously
concerned about escalating costs as the program progresses as was the
experience in several state-level programs. The large deductible and the
coinsurance requirements were included in the federal program to remedy the
concerns over cost, but in so doing, Congress has excluded a portion of the
elderly population which may be in need of assistance. Congress clearly
intended to target assistance to those with "catastrophic drug expenses”.
The state-level assistance programs have a different target group...those who
have limited incomes yet do not qualify for public medical assistance
regardless of whether or not their drug expenses are catastrophic. While the
Act broadens the net of Medicaid coverage there may be many economically
vulnerable elderly above the poverty guideline for whom meeting the $600
deductible and the coinsurance payments on each drug purchase may still be
a hardship.

After the $600 deductible amount is reached, Medicare will cover only 50
per cent of the drug costs in 1991 while the remaining 50 per cent is the
coinsurance portion to be paid by the beneficiary. These expenses would be
in addition to the increased Part B premiums and the supplemental premium
they must pay to obtain the prescription drug coverage. Although the

Medicare payments will increase to 60 per cent in 1992 and 80 per cent in
1993 and thereafter, the monthly Part B premiums and supplemental premium
are also subject to annual increases. It should be noted that although the

Act separately states the amounts of the Part B premium increases
attributable to prescription drugs and catastrophic coverage, a person does
not have the option of not taking any coverage if the person enrolls in Part
B. The Act requires that all Medicare eligibles (through the supplemental
premium based on tax liability) and all Part B enrollees (through the Part B
premium increases) pay for catastrophic coverage even if they do not desire
catastrophic coverage.

The Medicare program would ease the states' burden in providing
pharmaceutical assistance but it is still unclear as to how many economically
vulnerable elderly will remain without coverage.
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Chapter 5

THE NEED FOR PHARMACEUTICAL ASSISTANCE FOR THE ELDERLY

The Growing Elderly Population in Hawaii

In 1980, there were 76,300 elderly, 65 years of age and over, which
comprised 7.9 per cent of the total state resident population (968,000) and
that number is projected to increase to 139,500 or 12.6 per cent of the total
population {estimated at 1,267,800) in the year 2000 and to 177,300 or 14 per
cent of the total population (estimated at 1,310,000) in the year 2005.%' |f the
military which is predominantly a young group is excluded from the count,
the population of the elderly increases from 7.9 per cent to nine per cent in
1980 and from 12.6 per cent to 14 per cent in the year 2000.% Life
expectancy in Hawaii is among the highest in the world at 75 years for men
and B81.5 years for women. The average life expectancy for the United States
is 70 years for men and 77.5 years for women. Although income levels of the
elderly are low and the cost of living in Hawaii is high, a high percentage of
them allay financial stress by residing with relatives.?

Retirement usually means lower income and limits the financial options for
the elderly to finance their health care needs which increase with age. In
1880, 10.5 per cent of persons over age 65 were below the U.S5. poverty line
and over 59 per cent of the elderly over 65 received federal and state
supplemental income in 1980.* Recent studies have shown that there is a
trend toward higher income levels for the elderly as many have planned early
for their retirement years and there are more elderly than younger adults
who have assets such as home equity.® Such trends, however, can be
misleading because most statistical data on the economic status of the elderly
are based on the entire group of those age 65 and older although there are
large differences between the younger elderly and the very old who are age
75 and older. The very old population is the fastest growing segment of the
population and poverty rates increase sharply with age.® According to the
Villers Foundation, while there are some elderly with incomes well above the
average, there is a large number who fall far below the average. Many
elderly are "economically vulnerable”. That is, although their incomes may be
above the poverty line, even up to twice the poverty line, they must struggle
to purchase the basic necessities with their limited income.’

Health Care Costs of the Elderly

The elderly today spend the same proportion of their incomes on health
care as they did before Medicare and Medicaid were established two decades
ago. The out-of-pocket expenses of the elderly for health care is more than
three times the average amount spent by the nonelderly population.®
Medicare does not cover all of the eiderly's health care costs and the
economically vulnerable elderly often have difficulty meeting the Medicare Part
B premium payments and the required deductibies and coinsurance payments.’
These elderly cannot afford to purchase private supplemental medical
insurance, yet they also cannot qualify for public medical assistance until
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they reduce themselves to poverty status to meet Medicaid eligibility
regquirements.,

Forty-two per cent of the total elderly population is poor or economically
vulnerable!” and only 36 per cent of the noninstitutionalized elderiy poor is
covered by Medicaid.!’ The major reason for this is that eligibility is hinged
on participation in the Supplemental Security Income (hereinafter 8SI)
program and two out of every three elderly poor do not receive S$S| benefits.
Moreover, 14 states, including Hawaii, have more restrictive eligibility criteria
which prevent many SS| participants from receiving Medicaid.!* Hawaii,
however, does provide coverage for the medically needy and for the payment
of Medicare Part B premiums with Medicaid funds. Complicating matters is
the group of elderly with a strong sense of pride who may choose to maintain
their independence and forego necessary medical care rather than seek public
assistance. Neglect of health care needs often result in more serious ailments
requiring costly treatments.

Prescription Drug Use and Expenditure
Patterns of the Elderly Population

The most comprehensive data concerning outpatient prescription drug
utilization and expenditure patterns of the aged were compiled by the Health
Care Financing Administration in 1987 with data from the National Medical
Care Utilization and Expenditure Survey (hereinafter NMCUES) of 1980.1'%
The information from the NMCUES was developed to assist the U.S. Congress
in its deliberations over the issue of outpatient prescription drug coverage
under the Medicare program. Since Medicare covers outpatient drugs on a
very limited basis, the survey provides meaningful data on the financial
burden of prescription drugs among the elderly. The NMCUES found that
noninstitutionalized aged Medicare beneficiaries obtained an estimated 288
million prescriptions during 1980 and spent an estimated $2.3 billion for
prescription drugs. Although the aged Medicare beneficiaries in 1980
represented only 10.9 per cent of the total U.S. population, they accounted
for 28.6 per cent of all prescriptions and 30.2 per cent of prescription drug
charges. The average aged Medicare beneficiary incurred expenses about
three times the average of those under age 65. Prescription drug expenses
for the aged accounted for 5.5 per cent of their total health care charges.
Approximately 68 per cent of the total dollars spent by the aged Medicare
beneficiaries was paid out-of-pocket, 13.9 per cent by private health
insurance, and 10.8 per cent by Medicaid. The remaining charges were
distributed among other payers. About one-half of all prescriptions obtained
by the aged consisted of cardiovascular renal agents and drugs used for the
relief of pain.!*

Prescription drug use and expenditures were found to increase with age
and women were found to be higher users than men.!* The poor (income at
or below the federal poverty line) aged Medicare beneficiaries accounted for
21.9 per cent of prescription drug use of the Medicare population, the near-
poor (income above the federal poverty line up to twice the poverty line) 39.3
per cent, and the nonpoor (income above twice the poverty line) 38.8 per
cent. The average number of prescriptions obtained was higher for the poor
at 13.7 per cent than the nonpoor at 11.3 per cent. The percentage of
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prescription drug charges paid by private insurance was similar among poor
and near-poor elderly (7.7 per cent and 10.7 per cent, respectively) but
significantly higher for the nonpoor at 20.6 per cent. The financial burden
of out-of-pocket expenditures was six times greater for the poor than for the
nonpoor. ¢

Although the NMCUES data shed light on the financial burden of the cost
of prescription drugs on the elderly, the survey was based on spending in
1980, so there were no comprehensive estimates of the extent of current
expenditures for prescription drugs by the aged nor of the expected cost of
the proposed program being discussed in Congress. Consequently, Daniel R.
Waldo developed estimates of current drug spending by Medicare enrollees and
the distribution of such spending in excess of a specified deductible. !’

Waldo projected that the aged and disabled Medicare population will
spend an estimated $310 per person for outpatient prescription drugs in 1987
and that the mean spending will rise to $342 in 1988 and to $432 in 1991. In
contrast, the average expenditure for prescription drugs by the elderly was
$96 in 1977. The sharp rise in drug expenditures projected over the 10-year
period is attributable not only to the increasing drug prices, but also to the
increased use of drugs by the elderly. In 1977, the noninstitutionalized
Medicare enrollees consumed 13.7 prescriptions per person at a cost of $6.59
per prescription while in 1988 the comparable figures are estimated at 16.8
prescriptions and $18.92 per prescription. These estimates were based on
current law assumptions without considering the effects of the proposed
Medicare prescription drug coverage or any other caps on out-of-pocket
health expenditures.!®

The Bureau could not obtain accurate and comprehensive statistical data
about prescription drug use and expenditures among the elderly in Hawaii.
Farly on in the course of this study, it became apparent that accurate and
meaningful local data on prescription drug use by the elderly could not be
obtained because such information could onily be extracted if individual patient
records were kept on a uniform and coordinated statewide basis or if there
was a comprehensive technical survey of elderly persons and their physicians
on prescription drug use and costs. The Department of Health was not aware
of any comprehensive effort to compile and analyze statistical data on
prescription drug use, by and costs to, the elderly population.!®
Nevertheless, the Bureau felt compelled to at least ascertain whether or not
Hawaii's elderly ocutpatient prescription drug use falls within the ball park of
the national statistics.

To obtain a rough estimate of the extent of prescription drug use by the
elderly, the Bureau surveyed 185 pharmacies licensed with the state Board of
Pharmacy. Of the 185, the Bureau received 80 responses and two letters
were returned to the Bureau for lack of a forwarding address. Many
pharmacies reported that they did not compile statistical data on outpatient
prescription drug use by elderly clients. One pharmacy noted that
physicians rarely indicate patient's age on the prescription and that it does
not ask for age information to avoid charges of invasion of privacy or
discrimination. For those pharmacies that are computerized and have such
data approximately 30 per cent of the outpatient prescriptions fiiled
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reportedly were for elderly clients. This estimate generally coincides with
the national data.

The Bureau could not obtain any estimates relating to the average annual
cost of prescription drugs to an elderly person in Hawaii or the number of
elderly persons who require but cannot afford to purchase prescription
drugs.

Current Coverage for Prescription Drugs

Testifying before the U.S. Senate Special Committee on Aging in 1987,
the American Association of Retired Persons (hereinafter AARP) reported that
a 1977 survey showed that only 41 per cent of the age 65 and over population
had outpatient prescription drug coverage while 75 per cent of the adults age
19 to 64 were covered., The AARP noted that this 1977 finding preceded the
dramatic increases in drug prices which occurred from 1981 and that many
insurance companies have since cut back on drug coverage.?® Accordingly,
it can be speculated that the number of uninsured elderly persons is even
higher today. A recent report by the U.S. General Accounting Office noted
that the U.S. Public Health Service found that 15.5 per cent of the elderly
patients who require prescription drugs were unable to pay for their
drugs.?*' The AARP corroborated this when its own 1986 survey found that
the cost of drugs was the second most important reason given by the elderly
for not filling a prescription while this reason ranked fourth in 1982.2%

In its examination of states with pharmaceutical assistance programs, the
U.S. General Accounting Office found that only between four and 27 per cent
of the elderly population of those states received benefits. Data were not
available as to the proportion of the elderly who did not participate because
they did not need prescription drugs or because they could not meet the
eligibility requirements.??

The Bureau polled the state Medicaid program and three major health
insurance carriers to obtain a rough estimate of the extent of prescription
drug use and third party coverage for prescription drugs among the elderly.
Of the three health insurance carriers, information was secured only from the
Kaiser Foundation Health Plan and the Hawaii Medical Service Association
(hereinafter HMSA). The Medicaid program reported that it does not maintain
statistical data specifically on the prescription drug use experience of the
elderly. The only available method of estimating the number of elderly
participants in the Medicaid pharmacy program is by applying the percentage
of elderly clients in the overall Medicaid program. In 1987, there were 72,000
Medicaid clients, of which 11.5 per cent or 8,280 were in the age 63 and
older group. Applying that percentage, it has been roughly estimated that of
the 544,124 claims processed in fiscal vyear 1886-1987, 62,3574 can be
attributable to the elderly.?* It is possible that the number of elderly claims
could be much higher since there is abundant evidence that the elderly, as a
group, tend to have a higher prescription drug use rate than the rest of the
population. On the other hand, since there are no hard data on the drug
use patterns of elderly in Hawaii, there could have been a significant number
of elderly who had very little or no prescription drug expenses.
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Hawaii's Medicaid program restricts its drug benefits to the drugs listed
in its formulary and restricts the drugs further to use for specific illnesses.
There is no copayment requirement.?® Current Medicaid eligibility is based
on 60 per cent of the U.S. poverty guidelines.?® Elderly persons with
higher incomes can still obtain aid through the medically needy category.?’
To qualify for medical assistance on the basis of being medically needy, a
person may not have more than $1,900 ($2,850 in the case of a household with
two eligible perscns) in resources. The person’'s monthly income, remaining
after medical expenses have been deducted, may not exceed $327 for a single
person or $430 for a family of two. The income amounts allowed for monthly
maintenance increases with family size.?®

As noted in Chapter 4, under the Medicare Catastrophic Coverage Act of
1988, the Medicaid program will be required to expand its coverage, on
January 1, 1989, by paying the Medicare costs for all disabled and elderly
persons who are at or below 80 per cent of the poverty guideline and by 19893
for those at or below 100 per cent of the poverty guideline. The U.S.
poverty guidelines for 1988 for all states except Hawaii and Alaska are 85,770
for a single person and $7,730 for a family of two. The guidelines set for
Hawaii are $6,850 and $8,900, respectively.?® This means that in the next
five years, Hawaii's Medicaid program will be covering a larger number of
people and many of them might be the elderly who would now benefit from a
state-level pharmaceutical assistance program.

The Kaiser Foundation Health Plan reported that there are approximately
7,728 members who are 65 years of age or older who are covered by one of
their drug plans. Kaiser's most common drug plan covers all drugs for which
a prescription by a physician or a dentist is required by law when such
prescriptions are purchased at a Kaiser Foundation medical facility. The
patient is required to pay $%1.00 for each prescription as long as the quantity
prescribed does not exceed the smallest therapeutic package made by the
manufacturer, or 34 days' supply, whichever is greater. Where the
prescription is for a greater quantity, the member must pay $1.00 for each
multiple of that quantity or fraction thereof. Refills are similarly handled and
must be purchased from the same pharmacy and location.®®

The HMSA offers 35 different prescription drug plans through employer
group contracts. Typically, an HMSA drug plan provides coverage for all
federally controlled drugs requiring a prescription. Vitamins for severe
vitamin deficiency, insulin, and certain diabetic supplies for the treatment of
diabetes may also be covered under certain conditions. The plan wiil pay 100
per cent of eligible charges for generic drugs and insulin and diabetic
supplies. For all other drugs, the plan will pay 80 per cent for original
prescriptions and 90 per cent for refills. Benefits are usually limited to a
maximum 30-day supply per prescription and prescriptions must be filled by
licensed pharmacists. To file a claim under an HMSA drug plan, the
beneficiary must present an HMSA membership card to the pharmacist and
both the pharmacist and the beneficiary must compiete claim forms. The claim
forms must be mailed to HMSA by either the beneficiary or the pharmacist,
depending on the plan, within one year of the drug purchase. The HMSA
reported that approximately 22,100 of its members who are 65 years of age or
older are covered under one of its drug plans. This represents about 6.5
per cent of the HMSA's total drug plan population. While the HMSA did not
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have available statistical data on the drug use of its total drug plan
population, it provided information on one large contract involving a sugar
plantation with over 10,000 members. in that contract 2,359 or 29 per cent
of the members were age 65 and over and that group accounted for 40,768 or
51 per cent of the total prescriptions for which claims were filed.??

Although it is impossible to draw any meaningful conclusions from such
sketchy bits of information, it can be speculated that at least 38,108, or 37
per cent, of the 103,000 elderly persons in Hawaii may have some type of
prescription drug coverage.

Further suggestive evidence on the extent of prescription drug coverage
among Hawaii's elderly stems from the periodic survey of employee benefits
plans conducted by the Hawaii Employer's Council which provides a good
indication of the prevailing trends in benefits offered by private sector
employers. The most recent survey reveals a slight upward trend toward the
inclusion of prescription drugs in the employee health plans and the
continuation of health coverage after retirement. This coupled with the fact
that Hawaii's prepaid health law?? requires all employers to provide health
insurance to their employees could mean that Hawaii might have a good
number of elderly who are covered for prescription drugs. The latest survey
results published in March of 1988, found that the 189 companies surveyed
offered 265 different health care plans, of which 235 or 89 per cent provided
prescription drug coverage, either as a rider to the medical plan or as part
of the basic plan. The employer paid the full cost of the coverage in 55 per
cent of the plans and the full cost of dependent coverage in 34 per cent of
the plans. Only in six plans were the employees required to pay the full
premium. The survey also found that continuation of benefits are provided in
only 114 or 45.1 per cent of the plans and of that amount the premiums were
paid in whole or in part by the employer in only 79 or 31.2 per cent of the
plans.??

In contrast, the survey results in 1982 showed that of the 143 companies
surveyed there were 240 health care plans of which 192 or 80 per cent
offered prescription drug coverage. The employer paid the full premium in
128 or 66.7 per cent of the plans and only in one plan was the employee
required to pay the entire premium. The employer paid the full cost of
dependent coverage in 95 or 49.5 per cent of the plans. Retirees were
allowed to continue in the health care plan in 85 or 35.4 per cent of the
plans. For retirees under age 65, the continuation of health care was allowed
in 92 or 38.3 per cent of the plans.?**

In addition to the Medicaid and private insurance drug plans, elderly
persons also can purchase drugs at modest discount prices as many
pharmacies throughout the State offer a 10 per cent discount to senior
citizens on their drug purchases.?® The AARP also has a mail order drug
discount plan in which Hawaii residents may participate. The Bureau was not
able to secure details of this plan or the number of Hawaii participants from
the AARP.
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Chapter 6

CONSIDERING A PHARMACEUTICAL
ASSISTANCE PROGRAM FOR HAWAII

Arguments for a Pharmaceutical Assistance Program

The elderly on small fixed incomes often do not comply with required
drug therapy as directed by their physicians because they cannot afford to
pay for the prescriptions. Some elderly persons attempt to stretch their
prescriptions by taking their medications at longer intervals or lower dosages
than prescribed. Dr. Helene L. Lipton, testifying before the U.S5. Senate
Special Committee on Aging, noted that while the relationship between
noncompliance and drug cost has not been the subject of much empirical
research, available studies have indicated that drug costs play a significant
role in noncompliance.! Dr. Lipton further stated that further research is
unnecessary since the results from such studies have been examined in
conjunction with health professionals’ concerns, patients' personal reports,
and data on the elderly's economic status and their out-of-pocket drug
expenses and a compelling case can be made for pharmaceutical assistance.?

Noncompliance with drug therapy is recognized as a serious problem in
the fields of gerontology and medicine. Drug misuse, overuse, and abuse can
lead to more serious conditions requiring additional visits to the physician,
additional drug purchases, expensive therapeutic or rehabilitative treatment,
or even institutionalization in a hospital or long-term care facility. Advocates
of pharmaceutical assistance believe that in the long term, government can
save money since drug therapy is a lot cheaper than hospital or nursing home
care.?

Arguments Against a Pharmaceutical Assistance Program

Opponents to pharmaceutical assistance programs cite the high cost of
maintaining such programs as the main deterrent. New Jersey's
pharmaceutical assistance high program cost has been a problem since the
inception of the program and although a l|arge portion of the program is
subsidized through casine revenues, the state still continues to seek cost
control measures. The cost of a pharmaceutical assistance program is difficult
to contain not only because the cost of prescription drugs continues to
increase, but because the use of drugs for therapeutic purposes is increasing
and because some of the new drugs developed for the treatment of certain
diseases are inordinately expensive.

In view of the newly enacted federal law enabling the coverage for
catastrophic costs of prescription drugs under Medicare (discussed in Chapter
4), a state pharmaceutical assistance program might appear unnecessary or
duplicative. Unless there is a demonstrated need for supplemental coverage
by a substantial number of elderly, it may not be cost-effective to establish a
state program. Ewven if there is a substantial number of elderly in need,
some would argue that there may be more cost-effective means of providing
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assistance such as through tax credits or exemptions or the expansion of
Medicaid coverage.

Another concern is the potential for inappropriate drug use among the
elderly which is already a major concern in the gerontological field. Misuse
of drugs occurs frequently among the elderly because of such factors related
to the normal aging process such as forgetting whether or not the medication
was taken due to periodic lapses in memory, inability to open a "child proof"”
container because of arthritis or other degenerating physical condition, or
inability to read the prescription label due to failing eyesight. The elderly

often self-treat common ailments like arthritis, bowel irreguiarity, and
insomnia by taking over-the-counter drugs with the notion that such drugs
are risk free. Recently, however, scientists have been increasingly

concerned about adverse drug reactions when prescription and over-the-
counter drugs are taken concurrently. Adverse reactions to drugs among the
elderly are further complicated since they can be missed if symptoms such as
confusion, memory loss, and disorientation are dismissed as senility when in
fact they may be the side effects of the drugs taken.® A study based on
1980 census data found that four out of five Medicare beneficiaries used
prescription drugs during the year and that the average beneficiary filled
12.1 prescriptions a year.® Another study reported that the average elderly
outpatient uses about two to four different drugs while the institutionalized
elderly generally consume between four to seven different drugs.®

Experts in the field believe that the practice of "polypharmacy”, the
taking of too many medications, prescription or over-the-counter is a major
and frequent cause of illness among the elderly. The incidence of
polypharmacy is often associated with the easy accessibility to drugs and the
lack of awareness among the elderly as well as the attending physicians and
pharmacists as to a person’s overall drug use record and the potential harm
of mixing various pharmaceutical preparations.’” Ewvaluations of the elderly's
medication history, including both prescription and over-the-counter drugs,
should be routinely undertaken to determine whether or not the medications
are providing therapeutic benefit. Unfortunately, today's health care
defivery system is such that often there are several providers prescribing
medications for a patient and it is usually incumbent on the patient to
coordinate and monitor overall care.® Some experts, however, believe that
today's elderly is an able group which should take charge of their medication
decisions and that this could be made possible through more information,
education, and increased access to medications.?®

Cost Implications for the State

Cost has been the main reason most states have opted against
establishing a state-level pharmaceutical assistance program. The cost of a
pharmaceutical assistance program is dependent on the number of
beneficiaries, the level of drug use, the range of drugs covered, and the
administrative requirements, The drug reimbursement cost accounts for at
least 90 per cent of the total program cost. Accordingly, the more restrictive
the coverage the lower the program costs.
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The New Jersey program which was the first state pharmaceutical
program implemented had an appropriation of $2.5 million for the first year,
but actual costs reached $35 million. WNew Jersey subsequently authorized the
use of casino revenues to supplement the program appropriations.!®
Moreover, cost containment strategies, such as a generic drug requirement
and an increased effort to recover incorrectly paid benefits and from third
party insurers, were implemented. For the 1987 fiscal year, New Jersey's
program cost grew at a slower rate than in previous years partly due to cost
containment efforts.'! The high cost of the New Jersey program inhibited
many states from creating a pharmaceutical assistance program but those
states that did, benefited from New Jersey's experience and were more careful
in their cost projections and restrictive in the provision of benefits.

Pennsylvania, which began its program in 1983 saw its expenditures rise
from $70 million in fiscal year 1985 to $150 million in fiscal year 1986 to an
estimated $340 in fiscal year 1987. All expenditures, however, were within
original projections as the Pennsylvania program was planned as a phase-in
serving the neediest first and slowly expanding. The cost increases have
been due primarily to increased enrollments. Pennsylvania takes pride in the
effectiveness of its drug utilization review system and its emphasis on generic
drugs in keeping the program costs down.?'?

In addition to the reimbursement costs which account for approximately
90 per cent of the total program cost, there are administrative costs to
consider. Central to any pharmaceutical assistance program is an effective
and efficient enrollment and identification procedure and claims processing and
recordkeeping system. Most states began by creating a new office with a
staff of about three to five persons to perform eligibility determinations and
contracting with a fiscal intermediary for the <claims processing and
recordkeeping aspects. Hawaii's Medicaid prescription drug program similarly
contracts its claims processing function to a fiscal intermediary. Many
pharmacies in Hawaii, however, have expressed dissatisfaction with the
Medicaid claims processing and reimbursement procedure. A common complaint
among the pharmacies concerns the inadequacy and Ilateness of the
reimbursements from the Medicaid program.!* The Medicare outpatient
prescription drug program will also install a claims processing and
reimbursement procedure which could probably serve as an excellent base for
a state pharmaceutical assistance program. The administrative costs should
also include educational programs to encourage participation and to ensure
proper drug use by the elderly.

Overall costs can be expected to increase annually as the cost for
prescription drugs and the enrollment increase. Some states were able to
minimize administrative costs by utilizing existing programs or procedures.
Rhode lIsland’'s program was incorporated into the Department of Eiderly
Affairs with little added cost beyond the three staff persons hired.* Maine
escaped the need to contract a fiscal intermediary by piggybacking their
claims processing on to the Medicaid program and saved further administrative
costs by requiring that eligibility determinations be made by the state Tax
Assessor in accord with the Tax and Rent Relief Act.!®

While the states could generally estimate the number of elderly persons
who would qualify for the pharmaceutical assistance program based on the
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income levels of the elderly population, they could not develop accurate
information as to the number of persons that would participate in the program
because they lacked current local data on the extent of existing third party
coverage for the elderly and the average annual expenses of the elderly for
prescription drugs. It appears that most states measured the extent of need
primarily on the available national data on outpatient prescription drug use of
the Medicare population and the information generated from the lobbying
efforts of the elderly and their advocacy groups. The problem with relying
on national data is that they are usually based on the 1980 census and do not
reflect current use patterns. Projecting the program cost based on such data
becomes guesswork. |If, however, an urgent need for a program is clearly
demonstrated a guesstimate might be sufficient as long as the costs are
liberally projected.

An accurate estimate on the reimbursement cost to the State for a
pharmaceutical assistance program in Hawaii cannot be made unless the target
group and the covered drugs are identified. However, a guesstimate can be
made by using an average annual drug cost of $390'¢ per person and
multiplying that by a percentage of the total elderly population. The Bureau
found that in the states with pharmaceutical assistance programs, the ratio of
beneficiaries to the over 65 population varied widely from two per cent to 27
per cent.'?’ If two per cent of Hawaii's estimated elderly population
(103,000)*® participated in a pharmaceutical assistance program at an annual
average drug reimbursement cost of $390, the tota! reimbursement cost could
be expected to reach $803,000. Since the reimbursement cost is generally
about 90 per cent of the total program cost, the total program cost is
projected to be about $892,667. |If the projections were based on 27 per cent
participation, the reimbursement cost would be $10,845,900 and the total
program cost would be $12,051,000. The Bureau emphasizes that these
figures have been presented only for discussion purposes in this section and
should not be used for any other purpose.

Weighing the Need for a Pharmaceutical Assistance Program

To determine whether or not to implement a pharmaceutical assistance
program, there must be a finding of need, and that need must be weighed
against available state fiscal resources to cover the program's cost. The
extent of need for a new social assistance program is usually brought to the
attention of policymakers through forceful lobbying by interest groups or
when a crisis erupts. In a study conducted for the Pharmaceutical
Manufacturer's Association, it was found that the establishment of the
pharmaceutical assistance programs for both New Jersey and Pennsylvania
resulted from interest generated by elderly citizens and their advocacy
groups.!? New York enacted its [aw after years of clamoring by the
elderly?® and after extensive study on the pharmaceutical assistance programs
of other states.?! There has been an absence of a demonstrated interest for
a pharmaceutical assistance program among Hawaii's elderly and evidence of a
segment of the elderly population in dire need of assistance has not surfaced.
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Chapter 7

FINDINGS AND RECOMMENDATIONS

Through the next decade, elderly Americans can expect to be saddled
with a disproportionately high portion of their income consumed by their
health care costs. Interestingly, increased use of drug therapy is an
approach commonly used to contain costs today. Although the costs of
prescription drugs keep escalating annually, drug therapy is considered more
cost-effective since it is preventive and can alleviate or at least diminish the
need for expensive surgery, other inpatient treatment, or institutionalization
for prolonged periods. With the increasing acceptance of this logic and
practice, however, came the realization that while the elderly received
Medicare assistance for inpatient treatment, outpatient prescription drugs
were not covered. Preventive health care through drug therapy while
meritorious could not be effectively promoted when many elderly persons could
not afford to pay for such treatment. This issue has been of grave concern
at the state level since it is the state-administered Medicaid program which
has been carrying the heaviest burden of the total elderly long-term care
costs. One-third of the expenses for nursing home care is paid through the
Medicaid program. While there is no hard evidence, it is commonly believed
that, in many cases, institutionalization could have been avoided if
appropriate outpatient drug therapy had been administered.

Findings

1. From the experiences of other states, it is clear that a state-level
assistance program, could be costly to administer and maintain, depending on
the benefits and the number of participants. Moreover, recent data on
prescription drug use indicate that usage rates as well as drug costs will
continue to rise in the future. Experts in the field, however, believe that
government will save money in the long term since there is suggestive
evidence that appropriate drug therapy can offset the need for costly hospital
and nursing home care which are financed in large part by the Medicare or
Medicaid programs. Those states that have a pharmaceutical assistance
program, have no regrets as they have found a real need for such assistance
among their elderly.

2. After many vyears of consideration and debate, the United States
Congress finally passed a law which provides for prescription drug coverage
under Medicare. The program, however, is not comprehensive and does not
target the same elderly group as most state pharmaceutical assistance
programs. In fact, the program is geared to assist the elderly with
"catastrophic” expenses and will not assist those “economically vulnerable"
elderly who cannot meet average drug expenses. Nevertheless, the Medicare
program will ease the burden on state-level programs since it provides a
"cap" on the amount the states will be required to pay per beneficiary. The
Medicare Catastrophic Coverage Act of 1988 also requires Hawaii to cover, by
1983, the Medicare premiums, deductibles, and cost-sharing payments for
people who are at or below 100 per cent of the U.S. poverty guidelines.
With the Medicaid program currently covering only those at 60 per cent of the
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poverty guidelines, this means more eiderly will qualify for public medical
assistance and the number of elderly without prescription drug coverage may
be decreased substantially.

3. Most states have avoided implementation of a pharmaceutical
assistance program because of the high cost usually associated with such a
program. The implementation of the Medicare outpatient prescription drug
program may generate new interest among the states without a pharmaceutical
assistance program since the state-level programs could become more fiscally
manageable with the federal government covering the catastrophic costs.

4, From the experience of those states with pharmaceutical assistance
programs, it is evident that a program must be tailored specifically to the
state’'s needs and resources. What works for one state may not work for
another. New Jersey's experience is testament to the importance of obtaining
current information on the target group in order to accurately project
participation and cost. New York's experience is a lesson to other states that
the program restrictions and procedures should be made simple so as to be
readily understood by the target group. The successes of other state
programs indicate that it is best to start with a small program with coverage
on a limited number of drugs or coverage for only the most needy and
gradually expand at a later time when there is a clearer picture of the State's
ability to commit future resources. It is easier to limit benefits at the onset
rather than reduce benefits to which beneficiaries have become accustomed.

5. [t appears that assistance to the elderly for prescription drug
expenses is not a high priority issue among the elderly in Hawaii. There has
been no demonstration of need for such a program from the elderly
population. There was no response to the Bureau's inquiry from the local
AARP office regarding the concern of the elderly for a pharmaceutical
assistance program and the Executive Office on Aging reported that it had
not received any requests for assistance or expressions of concern regarding
the high cost of prescription drugs. The elderly and their advocacy groups
in Hawaii have established long-term care as their top priority issue and have
been concentrating their efforts on programs in that area.

6. The absence of an overt expression of interest in a pharmaceutical
assistance program, however, does not necessarily mean that there is no need
for such a program. New York had pointed ocut that its clients are frail
elderly who would not actively participate in a lobbying effort.

7. While the Bureau could not obtain an accurate estimate of how many
of Hawaii's elderly have third party coverage for prescription drugs, it can
be safely assumed that there are some elderly who are in need of assistance
but do net qualify for Medicaid and who will not be helped by the Medicare
drug program either because they cannot meet the premium payments, will not
expend over %600 a vyear on prescription drugs, or cannot meet the
coinsurance payments. A state-leve!l pharmaceutical assistance program can
complement the Medicare program by providing coverage for this group;
however, until the size and the drug use patterns of this group are
ascertained, the economic feasibility of a state-level program which
supplements the Medicare program cannot be determined.
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8. There is a vacuum with respect to current demographic data on the
elderly population in Hawaii. Usually, policy decisions regarding new social
programs are prioritized based on the urgency of the need and the economic
feasibility. The Legislature cannot ascertain the extent of need nor estimate
the program cost unless there is current demographic data on the target

group.

9. Most pharmacies do not maintain detailed statistical data on drug
purchases of elderly patrons; some pharmacies are not even computerized.
However, the Medicare Catastrophic Coverage Act of 1988 requires the
Secretary of Health and Human Services to establish a point-of-sale electronic
system and to develop a standard claims form. The Act also requires the
Secretary to conduct a longitudinal study on the use of prescription drugs by
Medicare beneficiaries and other studies regarding the program cost and
requirements for future outlays. All of these required actions will generate
valuable data from which a more accurate assessment of the feasibility of
implementing a pharmaceutical assistance program in Hawaii can be made,

Recommendations

1. In view of the potentially high cost of a state-level pharmaceutical
assistance program and the absence of a demonstrated need, the Bureau
recommends against implementation of a pharmaceutical assistance program for
Hawaii's elderly at this time. It would be inadvisable for the Legislature to
pursue this issue further unless there is a survey of the elderly population
in Hawaii providing accurate data on their current drug use and expenditure
patterns. The elderly population should be surveyed on a formal basis and
the resuits should be used to determine whether or not a state pharmaceutical
assistance program is needed as a supplement to the Medicare outpatient
prescription drug program and to estimate the cost of such a supplemental
program. A comprehensive survey of the elderly's needs and economic status
could be of inestimable value to the Legislature since current demographic
information is required to effectively resolve today's complex issues involving
the elderly population. Prescription drug use and expenditures could be just
a part of such a comprehensive survey. Such a survey would require special
appropriations and would probably be best conducted under the auspices of
the Executive Office on Aging.

2. The Legislature should carefully observe the implementation of the
Medicare outpatient prescription drug program and assess its impact on the
drug needs of Hawaii's elderly, especially with respect to the number of
elderly who are added to the Medicaid roll from January 1, 1989 due to the
mandatory buy-in requirement. This information, along with the data
collected from a comprehensive survey should help to determine whether a
state-level pharmaceutical assistance program is really needed.

3. If the Legislature finds that a state-level pharmaceutical assistance
program is needed and it decides to establish a program for Hawaii, it is
recommended that the program be designed to dovetail with the Medicare
outpatient prescription drug program to take advantage of procedures, forms,
and electronic data processing systems established by the federal government.
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Appendix A

THE SENATE N
g8
FOURTEENTH LEGISLATURE. 19
FEB 1 71983
STATE OF HAWAI LU LTIV,

tNA T LONCLRHENT ResllLUIE

REQUESTING A STUDY ON THE FEASIBILITY OF IMPLEMENTING A
PHARMACEUTICAL ASSISTANCE PROGRAM FOR THE ELDERLY.

WHEREAS, the age 65 and over group is the fastest growing
segment of our population today, and it is projected that this
group will comprise approximately fourteen per cent of Hawaii's
resident population in the year 2000; and

WHEREAS, concomitant with the increase in the elderly
population is an increased demand for medication as the normal
aging process frequently leads to chronic illness; and

WHEREAS, for many elderly persons who are on fixed incomes
but who do not qualify for public medical assistance, the monthly
cost of prescription drugs can be prohibitive; and

WHEREAS, in response to this growing problem, eight states
(Connecticut, Delaware, Illinois, Maine, New Jersey, New York,
Pennsylvania, and Rhode Island) have instituted pharmaceutical
assistance programs which provide financial assistance to
gualified persons for drugs and six states are considering such
programs; and

WHEREAS, although pharmaceutical assistance programs are
viewed as worthwhile social programs, critics argue that the
financial burden on the State and the taxpayers is too great and
that there is a potential risk of drug abuse by the elderly since
drugs become more readily available; now, therefore,

BE IT RESOLVED by the Senate of the Fourteenth Legislature
of the State of Hawaii, Regular Session of 19B8, the House of
Representatives concurring, that the Legislative Reference Bureau
is reguested to conduct a study on the feasibility of
implementing a pharmaceutical assistance program in the State of
Hawaii to assist elderly persons with incomes too high to receive
public medical assistance; and

BPE IT FURTHER RESOLVED that the study include, but not be
limited to, a review of the programs in Connecticut, Delaware,
Illinois, Maine, New Jersey, New York, Pennsylvania, and Rhode

SCR LRB eBl6l(a)
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Island; and

BE IT FURTEER RESOLVED that the Legislative Reference Bureau
is requested to submit a report of its findings and
recommendations to the Legislature, not later than twenty days
prior to the convening of the Regular Session of 1989; and

BE IT FURTHER RESOLVED that certified copies of this

Concurrent Resolution be transmitted to the Director of the
Legislative Reference Bureau.

OFFERED BY:
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